Micro-Mechanics (Holdings) Ltd

A record in both revenue and profits

SINGAPORE | TECHNOLOGY | 1Q18 RESULTS

= 1Ql8revenue and earnings were double the growth rate we expected.

= We raise our FY18e earnings by 18% to S$21.7mn. This comes from an upward revision
to our forecast in sales growth, from 11% to 25% in FY18e.

= Qur target price is raised to $$2.50, or 16x PE FY18e. This is in-line with back-end
semiconductor valuations.

Results at a glance

SSmn 1Q18 1Q17 YoY (%) Comment
Revenue 17.7 13.3 33.1% More than doubled our expectations of 11% growth
Gross profit 10.8 7.6 42.1% Margins expanded due to higher utilisation rate

of 64% (1Q17:56%) and turnaround in US operations.
Admin. Exp. (2.5) (1.9 31.6% Rose due to higher bonus incentive accruals.
PATMI 5.2 34 52.9% More than doubled our expectations of 24% growth
Gross margin  61.0% 57.1% 6.8%

Source: Company, PSR

The Positives

+ Revenue and earnings growth more than double our expectations. We were modelling
revenue and earnings growth of 11% and 24% respectively. 1Q18 growth was more than
double the pace we had anticipated.

+ Development of front-end precision parts is making headway. Sales from US division
surged 58% YoY in 1Q18 and it represented the 2" consecutive quarter of profits.

The Negatives

- Administrative expense is running ahead of our expectations. Admin expense was higher
than expected due to accruals of bonus incentives. As a % of sales, admin expense is still
below FY17. We had pencilled in less variability in admin expenses.

- Capex to double. To cope with the rise in demand and utilisation rate, Micro-Mechanics
(MMH) is budgeting a capital expenditure of S$10mn for FY18. This is double last year’s
SS5mn.

Outlook

MMH revenue growth is closely tied to the industry semiconductor sales cycle. We expect
the current momentum in sales to sustain, in-line with the current synchronized growth in
global economies. Visibility is never perfect for the semiconductor cycle. But we take
comfort that the current double-digit surge in semiconductor sales began in earnest only
in Decl6. So we at least have another quarter ahead of easier comps. Furthermore, in the
last two semiconductor cycles, the positive YoY growth ran for 20 and 26 months. The
current cycle is only 13 months.

Maintain BUY rating with target price raised to $$2.50

We maintain our BUY recommendation. We raised our target price to $$2.50. This is in-line
with our 18% upward revision in FY18e earnings and increase in PE ratio to 16x
(previously15x). Our PE ratio is tied to the sector valuations for the semiconductor back-
end.

The report is produced by Phillip Securities Research under the ‘SGX StockFacts Research Programme’
(administered by SGX) and has received monetary compensation for the production of the report from the entity
mentioned in the report.
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BUY (Maintained)

LAST TRADED PRICE SGD 2.03
FORECAST DIV SGD 0.08
TARGET PRICE SGD 2.50
TOTAL RETURN 27.1%
COMPANY DATA

BLOOMBERG MMH SP
0/S UNITS (MN) : 139
MARKET CAP (USD mn /SGD mn): 207/ 282
52 - WK HI/LO (SGD) : 2.05/0.83
3M Average Daily T/O (mn) : 0.07
MAJOR SHAREHOLDERS (%)

SARCADIA LLC 27.1%
CHRIS BORCH 25.4%
LOW MING WAH 5.1%

PRICE PERFORMANCE (%)

1IMTH 3MTH 1YR

COMPANY 88 484 1278
STI RETURN 4.7 2.2 237
PRICE VS. STI

2.20

170

1.20
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MMH SP EQUITY FSSTI index

Source: Bloomberg, PSR

KEY FINANCIALS (MMH SP)

SGD mn FY16 FY17 FY18e FY19e
Revenue 51.3 572 715 801
EBITDA 20.1 225 322 373
NPAT 11.9 148 21.7 255
EPS (SGD) 0.09 0.11 0.16 0.18
PER, x 23.7 191 130 11.0
P/BV, x 43 39 4.4 3.7
DPU (SGD) 0.06 0.07 0.08 0.08
DVD YIELD (% 3.0 34 3.9 3.9
ROE (%) 24.5 282 365 363

Source: Bloomberg, PSR

Paul Chew  (+656212 1851)
Head Of Research
paulchewkl@phillip.com.sg

Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE)
MCI (P) 074/10/2017
Ref. No.: $G2017_0251


http://www.stocksbnb.com/

" [[el:{e 5| Jel, A\ [[eL9 RESULTS

Income Statement

P PhillipCapital

Balance Sheet

Y/E Jun, SGD mn FY15 FY16 FY17 FY18e FY19e
Revenue 52.1 51.2 57.2 715 80.1
EBITDA 18.5 19.5 22.1 32.2 373
Depreciation & Amortisation (4.6) (4.4) (4.3) (4.9) (5.0)
EBIT 13.9 15.1 17.8 27.3 32.2
Net Finance Inc/(Exp) 0.0 0.0 0.0 0.0 0.0
Profit before tax 15.3 15.7 18.5 27.8 32.7
Taxation (3.3) (3.8) (3.7) (6.1) (7.2)
Net profit before NCI 12.0 11.9 14.8 21.7 25.5
Non-controlling interest 0.0 0.0 0.0 0.0 0.0
Net profit, reported 12.0 11.9 14.8 21.7 25.5

Per share data (SGD)

Y/E Jun FY15 FY16 FY17 FY18e FY19e
EPS, reported 0.086 0.086 0.106 0.156 0.184
DPU 0.05 0.06 0.08 0.08 0.08
BVPS 0.34 0.36 0.39 0.46 0.55
Cash Flow

Y/E Jun, SGD mn FY15 FY16 FY17 FY18e FY19e
CFO

Profit before tax 15.3 15.7 18.5 27.8 32.7

Depreciation & Amortisation 4.6 4.4 43 4.9 5.0

WC changes (3.0) (0.6) (0.6) (2.4) 0.6

Net finance inc/(exp) (0.1) (0.1) (0.1) 0.0 0.0

Tax paid (2.3) (3.2) (3.9) (6.1) (7.2)
Others (0.5) 0.0 (0.2) 0.0 0.0

Cashflow from ops 14.1 16.3 18.1 24.1 31.2

CFI

CAPEX, net (4.9) (4.1) (5.1)  (10.0) (5.0)
Others 0.6 1.2 0.4 0.2 0.0

Cashflow from investments (4.3) (2.9) (4.7) (9.8) (5.0)
CFF

Share issuance, net 0.0 0.0 0.0 0.0 0.0

Loans, net of repayments 0.0 0.0 0.0 0.0 0.0

Dividends (5.5) (6.9) (9.7) (12.5) (12.5)
Others 0.0 0.0 0.0 0.0 0.0

Cashflow from financing (5.5) (6.9) (9.7) (12.5) (12.5)
Net change in cash 4.9 5.7 3.5 1.6 13.7

CCE, end 15.9 20.8 23.5 25.0 38.7

Source: Company, Phillip Securities Research (Singapore) Estimates
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Y/E Jun, SGD mn FY15 FY16 FY17 FY18e FY19e
ASSETS

PPE 26.6 25.5 26.1 27.2 27.1
Others 0.3 0.1 0.4 0.4 0.4
Total non-current assets 26.9 25.6 26.5 27.6 27.5
Accounts receivables 10.1 10.3 11.9 12.9 14.9
Cash 15.1 20.0 23.4 25.0 38.7
Inventories 3.5 3.2 3.6 4.9 5.0
Others 0.1 0.2 0.0 0.0 0.0
Total current assets 28.8 33.7 38.9 42.9 58.6
Total Assets 55.7 59.3 65.4 70.4 86.1
LIABILITIES

Accounts payables 6.0 5.9 7.8 7.7 10.3
Short term loans 0.0 0.0 0.0 0.0 0.0
Others 1.5 1.6 1.3 13 13
Total current liabilities 7.5 7.5 9.1 9.0 11.6
Long term loans 0.0 0.0 0.0 0.0 0.0
Others 13 1.5 1.7 1.7 1.7
Total non-current liabilities 1.3 1.5 1.7 1.7 1.7
Total Liabilities 8.8 9.0 10.8 10.7 13.3
EQUITY

Non-controlling interests 0.0 0.0 0.0 0.0 0.0
Shareholder Equity 46.8 50.2 54.7 63.8 76.9
Valuation Ratios

Y/E Jun FY15 FY16 FY17 FY18e FY19e
P/E (X) 23.5 23.7 19.1 13.0 11.0
P/B (X) 6.0 5.6 5.2 4.4 3.7
EV/EBITDA (X) 156.8 148.5 130.9 89.8 77.2
Dividend Yield 2.5% 3.0% 3.9% 3.9% 3.9%
Growth & Margins

Growth

Revenue 18.9% -1.7% 11.7% 25.0% 12.0%
EBITDA 42.3% 5.4% 13.3%  45.7% 15.8%
EBIT 59.8% 8.6% 17.9%  53.1% 18.3%
Net profit, adj. 55.8% -0.8% 24.4%  46.3% 18.0%
Margins

EBITDA margin 355% 38.1% 38.6% 45.0%  46.6%
EBIT margin 26.7%  29.5%  31.1% 38.1%  40.3%
Net profit margin 23.0% 23.2% 25.9% 30.3% 31.9%
Key Ratios

ROE (%) 1.8%  24.5% 282%  36.5%  36.3%
ROA (%) 0.9%  20.7% 23.7%  31.9%  32.6%
Net Debt / (Cash) (15) (20) (23) (25) (39)

Net Gearing (X)

Net Cash Net Cash Net Cash Net Cash Net Cash
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PSR Rating System
Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base ourrecommendations entirelyon the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence orabsence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Head of Research
Paul Chew — paulchewkl@phillip.com.sg

Contact Information (Singapore Research Team)
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Important Information

The report is prepared and/or distributed by Phillip Securities Research Pte Ltd (“Phillip Securities Research”), which is a holder of a financial adviser’s licence under
the Financial Advisers Act, Chapter 110 in Singapore. The report is produced by Phillip Securities Research under the ‘SGX StockFacts Research Programme’
(administered by SGX) and has received monetary compensation for the production of the report from the entity mentioned in the report.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in
this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or
to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be
suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product
should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this
report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided
advice or investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the
foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between
US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return
of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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